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FOREWORD 



The Administrative Management Course Program was developed 
by the Small Business Administration in cooperation with educational 
institutions in 1954 to bring modern management knowledge and tech- 
niques to the owners and managers of small businesses. Since then, 
more than 700 American universities , colleges, and local school sys- 
tems have cosponsored 2,800 courses with this Agency. Over 88, 000 
ownersand managersof small businesses have attended these courses. 

This is an outstanding demonstration of public spirit and ser- 
vice on the part of these hundreds of educational institutions. Yet, 
there remain many thousands of communities, particularly those under 
25,000 in population and whose business establishments are all small, 
which have never had an administrative management course. 

A committee on management education was recently formed 
consisting of representatives of the Distributive Education division of 
the American Vocational Association, and the Small Business Admin- 
istration to study ways of meeting the small-busines s management needs 
of these small communities. The committee recommended that a series 
of subject presentations, including lesson plans, lectures, visual aids, 
case studies, and handoutmater ial, be developed to assist in the estab- 
lishment of administrative management course programs in new loca- 
tions. Further, it was felt that this material could materially assist 
existing management programs, particularly by emphasizing the im- 
portance of continuing education for small-business owners and man- 
agers, and by assisting the busy instructor with his preparation. 

SBA accepted the responsibility for developing a series of sub- 
ject presentations in the field of administrative management for use 
by educators and businessmen who teach these management courses. 
This booklet is the first in the series. We believe that these presen- 
tations will be particularly useful to Distributive Education in the small- 
er community where library research facilities are limited and equip- 
ment for the production of visual aids is not readily available. 

I wish to express appreciation to the Richmond Public Schools 
System for granting a leave of absence to Mr. John O. Perreault. Mr. 
Perreault did the research and preliminary draft of the booklet under 
the supervision of Mr. Grant C. Moon, Chief, Management Courses 
and Conferences Division. Mr. George C. Willman, Jr. and Mr, John 
W. Clark, Educational Specialists in the Division, have edited and pre- 

iii 
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pared the booklet for publication with the assistance of Mr. Thomas O. 
Barnes and Miss Margaret Torpey. Artwork and visuals were prepared 
by Mr. Michael J. Fontana and Mr. Milton H. Weber of the Graphics 
Branch, Office of Administrative Services. 



Eugene P. Foley 
Administrator 



July 1964 
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A WORD ABOUT THIS SESSION 



The concept of an educational program in small-business admin- 
istrative management involves the investigation of a series of topics 
stemming from basic management functions as opposed to purely oper - 
ational features of the business represented. The operational factors 
vary widely, but the principles of sound management have quite uni- 
versal application. 

It is anticipated that, through the medium of administrative 
management courses or institutes, educational institutions will coop- 
erate with the Small Business Administration and other community 
agencies in bringing the specialized knowledge and experience of a 
series of management specialists to small-business owners and man- 
agers participating in the program. 

Typically, the "faculty" of a cosponsored management course 
might include: 



A lawyer, 

A banker or financial executive, 

An advertising executive, 

A Dim & Bradstreet, Inc. executive or a management 
consultant, 

A trade association executive, 

An accountant, 

A Distributive Education coordinator, 

A school or college faculty member, in specialized 
business administration or merchandising fields, 
An SBA Management or Financial Specialist, and/or 
Other businessmen. 

This topic, Records and Credit in Profitable Management , 
may be handled by an accountant or management consultant. The 
U, S. Office of Education publication, Guide for Part-Time Instructors , 
Distributive Education for Adults , may prove useful to local instructors. 

This is one of a series of subject presentations which are avail- 
able to the local educator. The complete set may be obtained from 
the Small Business Administration. 

The system of colored divider sheets is used in all booklets in 
the series. The color code is: 



Grey -- The Lesson Plan . An outline of the material covered which 
may be used as a teaching guide, or as a framework for devel- 
oping an individualized presentation. The lesson plan contains 
two columns: the left-hand column is an outline of the presen- 
tation; the right is a step-by-step indication of procedure, in- 
cluding chalk-board suggestions, quotations, discussion points, 
and a keyed guide to the visual aids supplied. 

Rust -- The Presentation . A carefully prepared subject presentation 
which may be used as written or modified to meet local needs 
and conditions. It may also be used as a source of information 
by a person preparing his own lecture. 

Buff -- The Visual Aids . Photographic copies of the set of visual aids 
which are available for this topic. These visuals are 8- by 10- 
inch colored transparencies prepared for use on overhead pro- 
jectors. The subject presentation and lesson plan are keyed to 
the visuals. A set of visuals for each subject in this series 
may be borrowed from the nearest SBA regional office. 

Green -- The Supply Department . Materials which may be reproduced 
locally for distribution to course participants. Your nearest 
SBA office can furnish information on current availability of 
SBA free publications, including titles published subsequent to 
this volume. 

Yellow -- Cases in Point. Short actual small-business management 
cases which may be used to augment the presentation and to 
develop discussion, or as the basis for a second session on the 
same topic. 

Blue -- The Incubator . Ideas for stimulating further thought and dis- 
cussion by the participants. This material may be reproduced 
locally for distribution to course participants. "Assignments" 
are designed to aid in retention of the subject matter of the 
session. 
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STIMULATE GROUP BY SERVING 
AN INSTRUCTIONAL COCKTAIL 




RECIPE 

Use The Three B's (Bubbles) 

O Base instruction on problems at learners 
level. 

O Blend instruction with job experience. 

O Brighten instructions with variety of 
illustrations, investigations 
and grouo participation. 



FOUR 5ASIC STEPS OF INSTRUCTION 



Instructing is like selling • • 

Selling 

1. Approach customer 

Promptness 
Put at ease 
Awaken interest 

2. Present merchandise or service 

Select merchandise to fit need 
Show one item at a time 
Demonstrate selling points 

3. Have customer take part 

Get merchandise into customer's 
hands 

Let customer “try on” 
merchandise 

Answer questions and meet 
objections 

4. Bring sale to close 

Help customers decide; ask: 
“which” 

“for whom” 

“when” 

Be sure merchandise fits 
need 

Summarize points of care and 
use 

Handle mechanics of sale 
Pave way for return visit 



Instructing 

1. Prepare the group 

Start on schedule 
Put group at ease 
Awaken interest 

2. Present information 

Gauge material to needs 
Present one point at a time 
Show, illustrate, question 

3. Have group participate 

Get group to discuss 

Have members demonstrate 
or use ideas 

Answer questions and correct 
errors 

4. Bring meeting to a close 

Check on understanding; ask: 
"why” “how” 

"when” “what” 

"where” “who” 

Be sure group now can use 
information 

Summarize “take away” ideas 
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Make a definite conclusion 
Pave way for next session 



1 



How To Deal With " Difficult Customers ” 




Wh'jt To Do 

THE “MOUTH”— wants to do Take the play away from him by asking others to 
all the talking. * comment on his remarks. 

Deliberately turn to others and ask for their opinions. 
Avoid looking at him. 

Tactfully ask him to give someone else a chance, or 
talk to him in private. 




THE “ARGUER” — constantly Keep cool. You can never “win” an argument, 

tries to catch you up. Always make him back it up. Ask for evidence. 

Avoid getting personal. 

Refer the question to the group and then to him. 




THE “MOUSE”— is in every 
group. 




Call him by name and ask him for an opinion. Ask 
him an easy question he is sure to answer well, then 
praise him. This person is worthy of your attention. 






THE “SO'WHATER” — is dis- Point up something he has done as a good example 
interested of the point being stressed. Ask direct questions 

affecting his work. 
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LESSON PLAN 



TOPIC: RECORDS AND CREDIT IN PROFITABLE MANAGEMENT 
OBJECTIVES: To establish the concept of records as a management 



tool. 

To point out the typical problems evolving from 
poor records. 

To determine the types of records needed. 

To emphasize the importance of control in 
credit management. 

To outline means of handling slow or overdue 
accounts. 



I. YOUR RECORDS AS GUIDE- 
LINES TO PROFITABLE 
MANAGEMENT 

A. Importance of records 



2. Without records business 
transactions become hazy 
and unintelligible 

3. SBA publication "Are You 
Kidding Yourself About 
Your Profits?" poses three 
re cord- related management 
problems: 

a. The existence of a 
profit 

b. The sufficiency of 
profit 

c. The relative 
profitability of the 
product mix 

4. The Pitt study 



SESSION CONTENT 



TIPS AND APPROACHES 



1. Record keeping is the 
"language of business" 



Nile story - -or other 
appropriate introductions 



Describe study controls 



a. Parallel (controlled) 
case studies revealed 
the one overwhelming 
difference between 
successful and 
unsuccessful firms 
lies in approach to 
management informa- 
tion 



b. 90% of failures kept 
poor records 



B. Record systems -- simple 
or complex 



1. Simplest form of records 
consists of some form of 
income record and some 
form (checks, stubs, 
cash slips, etc.) of 
record of money that 
goes out 

2. Accurately kept, these 
expense and income 
records provide the 
brick and mortar for 
more complex or 
elaborate systems 

3. Overly elaborate 
records can also 
be a hinde ranee 
rather than a help 

4. Records that immerse 
management in un- 
important trivia are 
to be avoided 



Quote Dr. Woodruff, this 
manual, page 15 



Quote "can't see forest 
for the trees" example 



Quote Dr. Woodruff, this 
manual, page 15 
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C. Typical problems 
evolving from 
inadequate or 
unintelligible 
records 

1. Tax problems 

2. Excessive fixed costs 

3. Financial over-reaching 

4. Misinformation about the 
nature, location and 
source of true market 

5. Poor product or service 
diversification 

6. Obsolescence of product 
or equipment 

7. Inventory troubles 

8. Expansion problems 

9. Combination of above 
problems 

D. Basic records needed 

1. Records thac are re- 
quired are affected by 
the business functions 
involved: 

a. Financing 

b. Equipping 

c. Personnel utilization 
and control 

d. Purchasing 

e. Storing 

f. Production 

g. Marketing or selling 

h. Financial report- 
ing and control 

2. Size, type of organiza- 
tion, kind of business, 
etc. indicate to some 
extent the type and 
variety of records 
needed, but all busi- 
nesses require certain 
basic records 



(Visual No. 1) 

(Visual No. 2) 

(Visual No. 3) 

(Visual No. 4) Cite 
Richmond Bakery 
experience and Visual No. 5 
(Visual No. 6) 

(Visual No. 7) 

(Visual No. 8) 

(Visual No. 9) 



List on chalkboard 
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R ecords of Cash Receipt 
with provisions for 
segregating receipts from 
sources other than income 
(such as bank loans) 

E xpenditure Records with 
provisions for designating 
the nature of the expenditure 
and the method of payment 

C ontrol of Payroll Expen- 
diture s - showing names, 
social security numbers, 
time of payment, gross pay, 
payroll deductions, and taxes 

O n Account - or accounts re- 
ceivable records showing 
customers* accounts and your 
experience with them 

R esources and Accounts Payable 
showing your experience with 
suppliers 

D ocumentation File - for the 
orderly accumulation of doc- 
umentary evidence (invoices, 
Stubs, etc. ) supporting your 
other records 

S ummar i zat i on - general 
ledger and periodic state- 
ments (P & L, balance 
sheet, etc. ) 



Visual No. 10 or write on 
chalkboard outline of 
anagram 

R 

E 

C 

0 

R 

9 

$ 



Then fill in as each record 
is discussed 



6 



E. Data to be provided by 
records 

Records should provide 
management with infor- 
mation to: 

1. Facilitate dealings with 
banks and other credit 
or lending agencies 



Point out records represent 
events — records exist 
because things happen, not 
the reverse 

Hand out and discuss Hand 
Out Sheet No . II- 1 



2. Facilitate management 
plans regarding new 
lines, changes in 
operations, diversifica- 
tion, elimination of 
profit drains, expansion, 
etc. 

3. Establish accountability 
of employees (or 
departments) for assets 
and functions entrusted 
to their charge 

4. Give information as to 
past experience with 
merchandise lines, 
customers, and 
suppliers 

5. Provide information and 
data to assist profes- 
sional resource people 
such as your accountant, 
your attorney, your trade 
association executive to 
help you in your business 



6. Provide a tangible basis 
for State, district and 
local licenses or permit 
fees 
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7. Provide basis for 
assessment for 
personal and real 
property 

8. Provide for the 
determination of 
taxable wages under 
social security and 
unemployment reg- 
ulations 

9. Keep systematized 
records of operation 
cost, obsolescence, 
depreciation, etc. 

10. And finally, to 

support the figures 
that go into tax 
calculations 

F. Sources of help in 

establishing records 

1. The sooner you start 
the better 

2. Asa minimum let your 
banker be your record 
keeper 

a. Deposit all money 
received with a 
notation as to its 
source 

b. Make all expen- 
ditures by check 
with a notation as 
to purpose 



Discuss 
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c. 



Keep memoranda 
of details not 
immediately re- 
flected by receipt 
or disbursement 

d. Preserve all 
documentary 
evidence (bills, 
contracts, tax 
returns, etc. ) and 
file them in a safe 
orderly fashion 



TECHNIQUES 

A. Credit is a broad topic in 
itself 



i. e . , the things to 
watch for in establish- 
ing policy and in 
controlling practices 

1. The hidden losses 
in charge accounts: 

a. American retailers 
lose more from 
slow payers than 
from bad debts 



3. Best to enlist the 

help of professionals 
in most cases 



Enumerate available 
sources of aid 



II. CREDIT & COLLECTION 



Visual No. 1 1 



Here we content our- 
selves with a brief 
look at credit from a 
management viewpoint 



Cite Dr. Clyde W. Phelps’ 
report, The Ten Hidden 
Losses In Slow Charge 
Accounts 
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b. The cost associated 
with slow accounts 
constitutes the 
most important 
item in the total 
cost of doing a 
credit business 

c. The cost can be 
eliminated by 
individual care 
or collective 
action 

2. Losses from slow 
accounts 

a. Bad debt losses 

b. Bookkeeping fe 
collection cost 

c. Added interest cost 

d. Tied- up capital 

e. Reduced capital turnover 

f. Lost customers 

g. Borrowing difficult 
for you 

h. Fruitless competition 
caused 

3. The law of "diminish- 
ing returns" in 
collections 

4. The older an account 
gets the tougher it 
becomes to collect 



Write on chalkboard or show 
in Poster Form 
(Use progressive disclosure 
techniques) 

Discuss each 



Show Visual No. 12 - Discuss 



5. Steps to prevent and 
cure "slow accounts" 

a. Investigate 
thoroughly 

b. Explain terms 
clearly and 

j. unmistakably 

| c. Suspend further 

t 10 credit 

i 

r 

\ 

) 

f 

/ 

o 

ERLC 
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d. Help delinquent by 
suggesting ways and 
means 

e. Act decisively 

B. Building a credit 
business 

1. The need for a policy -- 
what to include in a 
credit policy 

2. The three "C's" 

3. Investigate 

a. Location and 
permanency 

b. Occupation and 
earnings 

c. References 
personal & bank 

d. Marital status 

e. Property and credit 
status 

f. Ability to repay 

C. Rules of collecting 
Questions to cover in rules 

1. When is account payable? 

2. How soon after due date 
for first reminder? 

3. Credit suspension - how 
soon? 

4. How many steps; at what 
intervals ? 

5. Which of the tools of 
collection to use when? 

6. When to turn account 
over to professionals? 



Stress need to look for 

answers to these questions: 

1. Does he have enough 
income ? 

2. Does he change 
residence often? 

3. Frequent job changes ? 

4. Is he a slow payer? 

5. How does he stand in 
the community? 



Call attention to SBA-SMA 
No. 49 Improving Collections 
From Credit Sales 
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D. Collection procedures 
and methods 

1. Remind customers 

2. Request response 

3. Insist on payment 

4. Final action 

E. Summarize 



Visual No. 13 



Use focal points No. 2 
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RECORDS AND CREDIT IN PROFITABLE MANAGEMENT 



YOUR RECORDS AS GUIDELINES TO PROFITABLE MANAGEMENT 

The River Nile and its meandering tributarie s have aprominent 
place in the affairs of all of mankind. Men in all ages have navigated 
its serpentine channel. Wars have beenfought over its posses sion--and 
nations have come to birth and death in the verdant plains that have de- 
veloped on its deltas. Today only a few half-demolished ruins tell us 
of the forgotten cities which once grew strong and opulent on the com- 
merce it produced. 

Because we cannot find, or cannot understand, the records of 
these ancient civilizations, we have limited knowledge of their history, 
their achievements, their hopes, or aspirations. 

Each age speaks a distinct language. If an age or an institution 
is to go forward and endure, it must speak a language that itself en- 
dures. In order to develop in strength, small business, too, must be 
able to analyze and record the variety and complexity of its transac- 
tions. This recording must be in terms and in a form that will not be 
misunderstood, --weeks, months, or even years afterward. 

Modern business must be operated on the basis of adequate re- 
cords. Records are necessary to determine profit or loss, return on 
investment, owner equity, assets, liabilities, and other pertinent facts. 
In addition, good records constitute a basic tool of good management. 
Information obtained from records furnishes the basis for managerial 
decisions ranging in scope and importance from policy formation or 
revision down to day-to-day decisions regarding routine operational 
activity. 

Several years age SBA published a leaflet entitled, Are You 
Kidding Yourself About Your Profits ? This article pointed out what 
business educators, consultants, and trade association people have been 
trying to say for a long time- -that many small-business men do not 
know from day to day whether they are making money or losing it. It 
is only at the end of what might be a critical period that they have a 
profit and loss statement drawn up to find out just where they are going. 

Statistical studies have shown that the great majority of failing 
businesses have inadequate records . Department of Commerce figures , 
bank analyses, and Small Business Administration surveys abundantly 
substantiate these findings. Good records can help the confused owner 
or manager answer the following important questions: 
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Am I making a profit ? 

Am I making enough profit? 

Am I selling (or manufacturing) the most 
profitable product mix ? 

A few years ago the Bureau of Business Research of the Uni- 
versity of Pittsburgh made the first of a series of modern bankruptcy 
studies. Parallel case studies were set up in which (for study purposes) 
unsuccessful firms were matched with successful ones. Firms se- 
lected were of about the same size, in the same lines of business, and 
in the same city or locality to insure that the compared firms would 
be subject to the same business conditions and geographical peculiar- 
ities. The "Pitt" study was designed to isolate significant management 
differences between the successful and unsuccessful firms, 

The one overwhelming difference that came out of these studies 
was in the approach to management information. Over 90 percent of 
the unsuccessful firms failed to keep adequate records or failed to use 
the records kept . In other words, management could not at any given 
moment determine: 

1. The existence of profit, 

2. The adequacy of profit, or 

3. The relative profitability of their product mix. 

Nor could they make intelligent decisions in a variety of manage- 
ment or operational matters that must be based on adequate sources 
of intelligence or information. The unsuccessful managements were 
just existing. Without records they didn't know which way they were 
goinguntil too late. On the other hand, in over 90 percent of the cases 
studied, the successful firms had well-established systems of records 
which kept management constantly informed. The successful managers 
knew just how and where they were going because they used their rec- 
ords as guidelines to profitable management. 

SIMPLE OR COMPLEX 



Recordkeeping systems vary from the most simple to the most 
elaborate. The simplest consist of some kind of a record of income 



and some measure of money (such as check stubs and cash slips) going 
out. Dean A. M. Woodruff of George Washington University may be 
quoted directly in this regard: 

"I have been called in as a consultant in small firms 
where these (check stubs, etc. ) were the only records 
kept and where even these records were kept so sloppily 
that the man who kept them couldn’t read his own hand- 
writing, and neither the income nor the check stubs 
could be reconciled with the bank statements. " 

If the expense and income records are kept accurately, they 
provide the brick and mortar that go into more complicated systems of 
accounting. They rarely provide all the answers a manager eventually 
comes to need, but on the other hand, where these basic records are 
not well kept, most later decisions will be made on the basis of wild 
guesses. 

At the other end of the pole is the manager whose records are 
an obsession rather than a tool. He is weighed down with ledgers, 
journals, and inventory records to the point where he can’t turn around. 
Records that reach this point no longer serve a useful purpose. The 
boss can't separate details important to management decisions from 
the utter mass of unimportant trivia in which they are immersed. 

Again quoting Dr. Woodruff: 

"I was once called in by a firm that was losing money. 

(They) kept records on each machine in operation (that 
were) so detailed that every month the boss received 
a stack of papers about an inch thick. His operation was 
based around three large machines, each slightly dif- 
ferent, but eachproducing the same item. After a week 
of hard reading, I realized that his cost on the first and 
second was about' 6 cents per unit, but his cost on the 
third machine was nearly 21 cents. Not only did the 
boss not know this, he actually scheduled the third ma- 
chine full and often left the first and second machines 
idle. All the necessary information was on his own 
desk, but not in a form that was worth anything to a busy 
man. (This) boss was just as ignorant as the man who 
kept no records at all. " 

We would like at this point to emphasize some of the faulty de- 
cisions in critical situations that can come about by way of inadequate 



or unintellibible records. Here are some of the typical problems which 
evolve from inadequate records. 

Tax Problems 



Almo8t40 percent of the un- 
successful firms in the Pitt study 
were in trouble with the Internal Rev- 
enue Service. This did not come 
about because these small operators 
were consciously trying to defraud 
the government. On the contrary, 
some weren’t even taking the legal 
depreciation and other allowable de- 
ductions. A Dun and Bradstreet sur- 
vey indicated that over 75 percent of 
the small firms contacted were actu- 
ally overpaying their taxes. Unless 
your records are complete and intelligible, you cannot possibly know 
where you stand--and you can’t prove anything. Moreover, you should 
remember this: in the matter of such things as tax deductions, the 
burden of proof is on you. 

Excessive Fixed Costs 



TAX PROBLEMS 





About 33 percent of the Pitt 
study firms were suffering from 
"hardening of the business arteries." 

Their financial circulatory system 
had, so to speak, slowed down to a 
dribble or come to a complete stop. 

This was because their capital was 
all tied up in heavy overhead and ex- 
cessively high "fixed costs. " One of 
the fundamental concepts of business 
is the rotation of capital. Merchan- 
dise or supplies are wisely pur- 
chased, a fair mark-up to cover op- 
erational and promotional cost is affixed; and then the merchandise, 
product, or service is sold, it is hoped, at a figure that will cover ex- 
penses and bring in an adequate profit. When this formula is inter- 
fered with, you might be in business, but you certainly aren't doing 
business. When your money gets so tied up in fixed operational costs 
and overhead that you have no cash to buy the supplies necessary or 
take cash discounts, you are no longer in a profitable business. 



EXCESSIVE FIXED COSTS 
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Financial Over-Reaching 



Another 33 percent of 
the firms got into expansion 
programs that were beyond 
their financial depth. Lack of 
records caused these mana- 
gers to "bite off more than they 
could chew. " 




Misinformation About the Nature, Location, and Source of True Markets 



JotsfmH K SHOP 




Nearly 50 percent of the 
unsucce s sful firms had only the 
haziest knowledge of their own 
market. They didn't know who 
was buying their product, nor 
why, so they couldn't foresee 
changes in demand. 

A type of small business 
that has been slowly passing 
from the American scene is the 
old neighborhood 'baked goods" 
shop. These savory-smelling, 
colorful havens of sweetness and delight once dotted American cities 
like bright flowers in a midwinter garden. Today it almost takes a 
detective agency to search one out in some communities. Part of the 
reason for this, of course, is the change in business climate which 
makes this kind of operation unfeasible in many localities. Part of it 
may be traced to the fact that many independent bakers who failed to 
survive did so because they did not know their markets. 



MISINFORMATION ABOUT MARKET 



Sometime ago a retail bakery management conference was held 
in Richmond, Virginia, under the direction of a progressive Distributive 
Education Department and with the support and encouragement of the 
local trade association (Virginia Bakers Council). 



The assembled bakers complained of their difficulties: 

There were too many bakers in the city and too 
much competition within their own industry. 

A large map of the city was hung in the conference room and 
each of the dozen or so managers was asked to go to the map and pin- 
point his location and then draw a circle around it embracing what he 
considered to be his "trade radius." 

The resultant picture is shown in Visual No. 5 (page 19). This 
picture revealed two important management factors: 



1. In no case did their self-selected "trade areas" overlap. 
(The bakers were not really in competition with each other. 
They were actually in competition with products that were 
replacing bakery goods on the tables of Richmond household- 
ers. Some of these products were: ice cream, fresh and 
canned fruits , packaged cereals, breakfast foods, etc.) 

2. There were wide gaps between the circles revealing por- 
tions of the city that were in nobody's trade area. With 
one-third of the total city population living on the south side 
of the James River, there was not at that time a single re- 
tail baked goods store in this entire area. In other words, 
South Richmond was a "no-man's land" as far as the bakers 
were concerned. 



Any of these managers with adequate market information and 
records could probably have reached these conclusions by himself. It 
was the old story of lack of information and not being able to see the 
forest for the trees. 

Happily, many of those in attendance at this conference were 
alert businessmen, who, with the guidance of their trade association 
executive, began to remedy this oversight and to do something about 
meeting their real competition. In other words, they determined who 
was buying their products and why , and then collectively met their 
competition. Today these businesses continue to thrive and grow be- 
cause their records help themanalyze and thenmeet their true market. 
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Poor Diversification or Product Obsolescence 



POOR PRODUCT OR Sf RVKE 




D/v«r»W totl#n 



with a little thought, to include a wide 
products that were in the growth stage, 
chests. Instead, they contin- 
ued to make ice chests and 
progressively increased their 
deficit because they could not, 
or would not, diversify. Ade- 
quate records would have 
shown a decreasing market for 
ice chests and the need for 
diversification. 



About 50 percent of the 
firms in the Pitt study lacked 
diversification of products or 
services toa crippling degree. 
In other words, they had "all 
their eggs in one basket. " One 
of the firms was set up many 
years ago and was continuing 
to produce obsolete wooden ice 
chests , although the market for 
this product was rapidly dis- 
appearing. They could have 
diversified their production, 
range of wooden cabinets and 
such as TV, radio, and trophy 



i ORSOIETE PRODUCT 
OR EQUIPMENT 




Inventory Troubles 

How many firms have 
gotten into some kind of inven- 
tory trouble through a lack of 
good records, or a lack of 
knowledge of recordkeeping 
procedures, is almost impos- 
sible to estimate. Here is an 
example involving inventory 
problems which resulted in the 
failure of the business. If the 
operator of the business cited 
had been an experienced mer- 
chandiser with a knowledge of 
management recordkeeping, he would either not have gone into the oper- 
ation, or would have known his way out. 




INVENTORY TROUBLE 
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Our case is taken from a recent research report of the Small 
Business Administration, "The First Two Years": 

"Mr. Byrd, an unemployed, unskilled laborer, 34 years 
old and single, was talked into buying a failing pet shop 
by a friend; he paid $500 for a stock which was worth no 
more than $200. He put an additional $300 into stock 
purchases but bought the wrong kind of merchandise. 

For a pet shop, the business contained remarkably few 
pets. His stock consisted of about a dozen small turtles, 
one tank with a few goldfish, and eight or nine canaries 
and parakeets. In addition to a small array of dog and 
cat collars, the bulk of his stock consisted of large 
amounts of pet food. As the interviewer observed: "He 
would never be able to make the business worth while 
selling dog biscuits and birdseed, particularly since 
every item in the shop can be found in any reasonably 
large supermarket or 5-and- 10-cent store, generally 
at lower prices. 1 His lack of business know-how was 
further substantiated by the fact that after one month 
in business, he still had no idea what sort of mark-up 
he was working on. He lasted altogether 2 1/2 months 
and lost $500 in his venture. "1 



more, it has grown by an increment of 100 percent. Thistypeof growth 
is not only common, it is a characteristic of successful small business. 



lRurt B. Mayer and Sidney Goldstein, The First Two Years: Prob 

lems Of Small Firm Growth And Survival, p. TIT. ~ 



Expansion Problems 




The national growth of 



American business increases 
moderately from year to year. 
The rate at which the corporate 
giants expand might look high 
in a local situation, but when 
viewed nationally, is quite 
modest. U. S. Steel can add 
a hundred employees, nation- 
ally, and hardly change their 
employee-management ratio. 
On the other hand, if a firm 
with two employees adds two 
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Imagine for a moment the problem which would result if U. S. 
Steel doubledin size in a year's time. This wouldnot mean a hundred, 
but a hundred thousand more employees, billions of additional invest- 
ment dollars, legal involvements, and other problems that would tax 
the greatest resources and best brains of American industry. 

Now this problem, except for scale, happens every day in the 
small-business field. The two-man firm jumps to four, the four to 
six or eight, and so on. Where this happens, inadequate records and 
management information quickly come home to roost. 

A man who was able to carry in his head easily and accurately 
the information which he needed when he had four employees suddenly 
discovers that his "system" doesn't workwith eight. Among the worst 
tragedies of American business are the firms that fail because they 
succeed--firms which develop sufficient busines s and have the incentive 
to expand, but are unable to operate on the expanded basis for want of 
an established system of records that keeps the boss informed on what 
is going on. 

Very often the expansion of a small firm involves launching 
some new line of endeavor. At this point, it becomes important to the 
operator of the firm to know whether or not he is making money on 
each of the separate lines and how much. If his books are not being 
kept in a way that tells him all the facts, he may carry on an unprofit- 
able line of business for some time at the expense of a more profitable 
line; and he ends up losing money or barely breaking even. 

BASIC RECORDS NEEDED 

We may identify broad functions of your business to betterdefine 
the areas of managerial problems and decision-making- -and, at the 
same time, specify the nature and variet/ of records upon which these 
decisions can be intelligently based. 

These business functions involve: 

1. Financing 

2. Equipping 

3. Personnel utilization and control 

4. Purchasing 

5. Storing 

6. Production 

7. Marketing or selling 

8. Financial reporting and control 
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Factors such as the size, type of organization, and kind of busi- 
ness indicate to some extent the type and variety of records needed to 
accomplish and transcribe the activities of each of these functions. 
What we want to do at this point is to broadly outline a normal pattern 
of records needed by almost all businesses to intelligently carry out the 
listed functions. Much more could be added, and much more is fre- 
quently desirable or even demanded. The question is not, "Do you need 
records?" but "What records , within the limits of resources, are need- 
ed to do the job?" Thus the problem of records is first a manager's 
problem (administration) before it becomes a bookkeeping problem 
(operations). 

Ifi this presentation, we have to make certain assumptions. Be- 
cause firms vary in size and complexity, we must start from scratch, 
so to speak. Accordingly, this approach to recordkeeping assumes that 
you have no formal internal accounting force, or at most, you only have 
a bookkeeper. To the extent you employ full-time accounting personnel 
and you are not included in the above assumptions as to size, you may 
easily adapt and expand on these observations. My fondest hope is that 
each of you will be motivated to start or enhance your business self- 
improvement program by keeping adequate and appropriate records, 
and by using these records to guide you in your management. 

Looking back on the business functions we just outlined, you 
will see that they all have certain common characteristics. 

1. They represent things you do in conducting your business. 
They are events that happen. They are inescapable in your 
daily chores. Records donot cause their existence--rather 
records exist because these functions happen- -and will con- 
tinue to happen. 

2. Each function generates pieces of paper which describe what 
each activity is all about. These records are your com- 
munications network. Accurate records must be made. 
Giventhe functions, the need for information, and the pieces 
of paper, accounting can systemize and improve the collect- 
ing and interpreting of information and report the results. 

3. One must distinguish between the event that is recorded and 
the meaning of these records to management. A document 
or record can accurately describe a physical condition or 
event without indicating the relative quality of the condition 
reported. For example, a document can report that ten 
pounds of material or twenty hours of labor were used on a 
particular job, but only management can determine whether 
or not they should have been used. Records exist because 
things happen, not the reverse. 



The size, type of organ- 
ization, kind of busine 8S, and 
other factors govern to a large 
extent the records needed and 
the complexity of the record 
system to be used. Every 
business, large or small, sim- 
ple or complex, needs seven 
basic kinds of records . In or- 
der to help you remember just 
what these foundation records 
are, we have arranged their 
listing in the form of an ana- 

^^ ecords of CashReceipt with provisions for segregating re- 
ceipts from sources other than income (such as bank loans). 

^ vpgn diture Records with provisions far designating the nature 
of the expenditure (for example, materials and labor expense) 
and the method of payment (check or cash). 

^ontrol of Payroll Expenditures - showing names, social se- 
curity numbers, time of payment, gross pay, payroll de- 
ductions, and taxes. 

^ ^n Account - or accounts receivable records showing cus- 
tomers’ accounts and your experience with them. 

Resources and Accounts Payable - showing your experience 
with suppliers (such as cash discounts and dates). 

documentation File - for the orderly accumulation of doc- 
umentary evidence (invoices, stubs, etc.) supporting your 
other records. 

ummarization - in order to summarize the variety of trans- 
actions already basically recorded, and to provide a per- 
manent, intelligible history of the business, you need a 
general ledger. This record shows the beginning values of 
assets, liabilities and capital. It summarizes the results 
of operations for any given period (week, month, quarter, 
year). It provides a "running" record of assets, liabilities , 
and capital at any given moment. It establishes accounta- 
bility to employees or departments for funds or other assets 
entrusted to their care. 





gram which spells RE CORDS. 
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DATA TO BE PROVIDED BY RECORDS 



It should be noted that, while we have listed a lot of troubles that 
some firms have gotten into because they failed to keep records, we 
have also emphasized that records are kept for specific purposes and 
should be designed for these purposes. The whole essence of this topic, 
therefore, is informed management. There is no excuse for keeping ' 
records simply for the purpose of keeping records, but some firms get 
into situations where they do just that. 

In all too many cases, records are kept primarily for the annual 
ritual of preparing an income tax return. We are not saying that re- 
cords should not facilitate and substantiate this activity; recordkeeping 
for tax management decisions is extremely important. But this should 
not become the sole purpose of recordkeeping, nor should other con- 
siderations be eliminated from the recordkeeping design merely because 
they don't fit into the taxation scheme. 

Other types of data that should be quickly available from re- 
cords include information to: 

Facilitate dealings with banks and other credit or lending agen- 
cies. 

Facilitate management plans regarding such factors as new 
lines, changes in operations, diversification, elimination of 
profit drains, and expansion. 

Establish accountability of employees (or departments) for as- 
sets and functions entrusted to their charge. 

Give information asto past experience with merchandise lines, 
customers, and suppliers. 

Provide information and data to assist professional resource 
people such as your accountant, your attorney, and your trade 
association executive to help you in your business. 

Provide a tangible basis for State, district, and local licenses 
or permit fees. 

Provide basis for assessments for personal and real property. 

Provide for the determination of taxable wages under social 
security and unemployment regulations. 
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Help you keep systematized records of operation costs, obso- 
lesence, and depreciation. 

And finally, to support the figures that go into tax calculations. 
SOURCES OF HELP IN ESTABLISHING RECORDS 



O 
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To be sure, the best time to establish your record system is 
at the same time you start into business. However, even if you've 
been in business for some time without one, you can't start sooner 
than now to set up an effective recordkeeping system. 

But what sources of recordkeeping aid are available to the 
small businessman ? There are several. 

As a very minimal approach, a small businessman can let his 
bank serve as his bookkeeping department. This can be accomplished 
with little expense by observing the following guide: 

1. Deposit all money received from any source (with a nota- 
tion of the source). 

2. Make all expenditure payments by check (with a notation 
as to the purpose of the expenditure). 

3. Keep written memoranda giving necessary details of all 
transactions not immediately reflected by the receipt or 
disbursement of cash (such as sales or purchases on ac- 
count). 

4. Preserve all documentary evidence supporting any trans- 
action (such as bills, contracts, and tax files). 

This system will suffice for only the simplest of operations. A 
more complex business, even a small firm, can profit by a more de- 
tailed recordkeeping system. 

If you need a more sophisticated plan, you may well consider 
retaining the services of a bookkeeper or an accountant. You can ob- 
tain suchservice on a part or full-time basis depending on your needs. 
There are also available franchised bookkeeping service organizations 
such as "Mail- Me -Monday" and "A- 1 System, " which can off e r package 
recordkeeping systems which they will set up and administer for you. 
Of course, most management consulting firms also offer the service 
of setting upyour systemof records. In some lines of business, trade 
associations and suppliers will furnish re cordkeeping aids at a minimal 
cost, or in some cases, free. 
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In developing your recordkeeping systems, your choice of ad- 
visors will depend on answers to the following questions : whichsources 
are most readily available to you? which ones are best qualified to 
advise your kind of business? and which ones offer services within 
your ability to pay. You may find answers to these questions by ask- 
ing your present accountant or bookkeeper. Or you may inquire of 
fellow businessmen around you as to what sources they may be using. 

, The need for adequate recordkeeping should be apparent. The 

tools for setting up such systems are available. Be sure you are keep- 
ing the proper records and making the best use of them. 



CREDIT AND COLLECTION TECHNIQUES 

Credit and collection is 
a broad topic. It could be dis- 
cussed in a session by itself or 
even a whole series of ses- 
sions. Here we must content 
ourselves with a brief look at 
credit from a management 
viewpoint- -that is, the things 
to watch in establishing policy 
and in controlling procedure. 

As we discuss credit control, 
you should notice how impor- 
tant good records are to ef- 
fective credit and collections. 

If we may again make reference to the SBA publication, The 
First Two Years , we see documented evidence of typical problems that 
can descend upon the retailer or service firm manager who gets in- 
volved in the over -extension or unwise extension of credit. 

Case I: Stella's Restaurant . 

For example, in the case of Stella's Restaurant, the extension 
of credit hastened the demise. Located in an area in which a 
large part of the population* was receiving public assistance, 
she did not hesitate to give out credit freely. Within a few weeks 
of operation, she had $90 out standing- -more than a fourth of 
her total capital. Recognizing her predicament too late, she 



CREDIT AND COLLECTIONS 
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